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In late October, President Gonzalo Sanchez de Lozada visited the US for five days to attend a series
of conferences with US officials and private investors to explain Bolivia's plans to privatize the
country's six large state monopolies. Also, in early November, a high-level government delegation
will meet in Paris with a group of donor countries and institutions headed by the World Bank to
discuss the privatization program and other economic reforms, which the government hopes will
attract some US$500 million in loans and donations to the country next year. Under ex-president
Jaime Paz Zamora (1989-1993), Bolivia initiated a broad structural reform program to correct the
government's chronic fiscal deficit and cut the bottom out of inflation, while at the same time
reducing state intervention in the economy to foment domestic and foreign investment as the motor
force for growth.
Among other achievements, the government's efforts helped lower inflation to below 10% per
year one of the lowest rates in South America while pushing GDP above 3% by 1993. When
President Sanchez de Lozada took office in August 1993, he promised to radically accelerate the
reforms initiated under the Paz Zamora administration. In particular, the government launched an
aggressive effort to overhaul public administration, including laying off up to 10,000 civil servants
during the first six months after Sanchez de Lozada took office. And, perhaps most important, the
government drew up plans to greatly extend the privatization program begun under Paz Zamora.
During the previous administration, the government sold off about 20 small-sized public firms,
earning about US$10 million. Among others, the government privatized a number of state
hotels, a glass factory, a vegetable oil processing plant, and a fish hatchery. But the Paz Zamora
administration made no attempt to privatize the country's six large state monopolies, which
were considered "strategic" economic industries. Those firms included the petroleum company
Yacimientos Petroliferos Fiscales Bolivianos (YPFB), the telecommunications enterprise Empresa
Nacional de Telecomunicaciones (ENTEL), the state electricity company Empresa Nacional de
Energia Electrica (ENDE), the railroad company Empresa Nacional de Ferrocarriles (ENFE), the
state smelting firm Empresa Nacional de Fundicion (ENAF), and the state airlines Lloyd Aereo
Boliviano (LAB). Thus, in late 1993 President Sanchez launched a new program dubbed the "state
capitalization plan" (plan de capitalizacion), which calls for selling up to 50% of the shares in the
government's six key companies, and then distributing the remaining stock evenly among all
Bolivians over 18 years of age through a special government pension fund set up for that purpose.
According to the government, the plan would immensely improve the efficiency of those firms
since most of the proceeds from the sales would be reinvested directly into the companies to "recapitalize" them. Moreover, the capitalization plan calls for awarding operating concessions to
private businesses to manage services or productive activities independently of the government,
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even in those sectors where the state does not divest of its holdings. The government does not plan,
for example, to sell off the state-run mining company (Corporacion Minera de Bolivia, COMIBOL).
But in June, COMIBOL invited domestic and foreign investors to bid for rights to explore and exploit
mineral deposits on some one million hectares of land, marking the first time since Bolivia's mines
were nationalized in 1952 that the government has opened up such huge concessions in a single
round of bidding to private firms. To oversee the capitalization plan, the government created a
new Capitalization Ministry (Ministerio de Capitalizacion), charged with supervising the entire
privatization process.
As part of the program, the Ministry is preparing a series of proposed laws to regulate the newly
privatized industries, since in many cases the enterprises being readied for the auction block
are still protected by law as state monopolies. In fact, in mid-October the Ministry sent its first
reform proposal to Congress. The bill, dubbed the System for Sectoral Regulation (Sistema de
Regulacion Sectorial, SIRESE), would in effect eliminate the state's legal right to manage productive
activities in those economic sectors targeted for privatization. Instead, the state would be limited to
enforcing quality controls, setting service rates, and regulating other aspects of the newly privatized
industries. In addition, the bill would create a new, "independent" regulatory office to avoid political
manipulation or corruption, whereby the president would periodically appoint the head of the
regulatory commission by choosing from a list of candidates proposed by Congress.
"The proposed law is a vital step in the privatization process," said President Sanchez de Lozada. "If
approved it will create a regulatory body that will act much like the International Soccer Federation,
removing the state from its present role as a player in the game and converting it into a referee. As
a result, public firms will stop being political footballs for politicians to kick around, and will start
acting as efficient enterprises that foment economic growth, generate employment, and improve the
welfare of Bolivians."
With the legal reforms slowly moving forward, the government hopes to begin selling off its firms
early next year. Consequently, the government is now launching a major drive to foment interest
among foreign investors to bid on the companies, which began with a five-day visit to the US
by President Sanchez de Lozada at the end of October. While in the US, the president met with
business groups in New York and Houston, offering special conferences on emerging investment
opportunities in Bolivia to members of the Council of the Americas and the Inter-American
Chamber of Commerce. Representatives from at least 500 companies from the US and elsewhere
attended the latter event, where President Sanchez de Lozada specifically outlined the government's
planned steps to privatize Bolivia's six state monopolies.
In addition, the president met in private with the top executives of six of the world's largest oil
companies: Enron, Amoco, BHP, Pennzoil, Tenneco Gas, and Exxon. Bolivia hopes not only to
encourage those firms to bid on the state oil company YPFB when the privatization process begins
in 1995, but to attract additional investments by the petroleum companies in oil and natural gas
exploration and exploitation contracts. "The trip was essential to begin explaining the reforms
we're carrying out, promote investor interest, and generally reinforce Bolivia's presence in the
international arena," said President Sanchez de Lozada.
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Indeed, the government is planning another round of meetings in Paris in early November with a
group of donor countries and institutions headed by the World Bank, where the government hopes
to tout its privatization program and other planned economic reforms as a new development model
for Bolivia that will justify increased foreign assistance to the country. At the meeting, which will be
attended by representatives of more than 20 governments and 15 multilateral lending institutions
and development organizations, the government will emphasize that its effort to open the economy
to domestic and foreign private investment is already leading to accelerated growth in Bolivia. A
hefty 4.2% jump in GDP during the first semester of this year combined with record low inflation
throughout the first nine months of 1994 should greatly strengthen the government's arguments.
The economy's dynamic performance, plus the government's planned structural economic reforms,
has already led to a new agreement "in principle" with the International Monetary Fund (IMF) to
provide US$150 million in fresh aid to Bolivia over the next three years. In July, technical delegations
from the IMF and World Bank visited the country for more than three weeks to evaluate the
government's economic stabilization program particularly the privatization program which paved
the way for the IMF's tentative endorsement of government policies in late October.
The government must now submit a formal "letter of intent" to the IMF, which will likely be
approved by the Fund before the end of the year. The preliminary stamp of approval already
received by the IMF will greatly strengthen the government's bargaining position at the donor's
conference in Paris. President Sanchez de Lozada's administration hopes to obtain promises of more
than US$500 million at the conference, much of which would be used to finance the privatization
process and other complementary reforms, as well as development programs to assist middle- and
lower-income groups affected by the structural adjustment program.
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